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FINANaAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly,  and 
the  agency  has  complied  with  applicable  laws  and  regulations.  In  performing  the  audit  work,  the 
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United  States  General  Accounting  Office.  Fmancial-compliance  audit  staff  members  hold  degrees 
with  an  emphasis  m  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA)  cer- 
tificates. 

Government  Auditing  Standards,  the  Single  Audit  Act  Amendments  of  1996  and  0MB  Circular 
A- 133  require  the  auditor  to  issue  certain  fmancial.  internal  control,  and  compliance  reports.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  these  reporting  requirements  and  is 
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issues  a  statewide  bienmal  Single  Audit  Report  which  complies  with  the  above  reporting 
requirements.  The  Smgle  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1999,  will  be  issued 
by  March  31,  2000.  Copies  of  the  Single  Audit  Report,  when  available,  can  be  obtained  by 
contacting: 

Single  Audit  Coordinator  Legislafive  Audit  Division 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Natural  Resources  and 
Conservation  for  the  two  fiscal  years  ending  June  30,  1998.  The  report  contains  a  qualified 
opinion  on  the  department's  financial  schedules.  Included  m  this  report  are  eight 
recommendations  to  the  department  concerning  overtime  pay  for  fu-efighters;  compliance 
with  state  policy  and  enhancing  accounting  procedures;  and  laws  regarding  portable 
sawmills.  The  department's  written  response  to  audit  recommendations  is  mcluded  in  the 
audit  report. 

We  thank  the  director  and  his  staff  for  their  cooperation  and  assistance  throughout  the  audit. 
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Scott  A.  Seacat 
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Report  Summary 


Department  of  Natural 
Resources  and 
Conservation 


This  audit  report  is  the  result  of  our  financial-comphance  audit  of  the 
Department  of  Natural  Resources  and  Conservation  for  the  two  fiscal 
years  ended  June  30,  1998.  We  issued  a  qualified  opinion  on  the 
fmancial  schedules  contained  in  this  report.  This  means  the  reader 
should  use  caution  when  relying  on  the  presented  fmancial  information 
and  the  supporting  data  on  the  Statewide  Budgeting  and  Accounting 
System. 


The  previous  audit  report  contained  five  recommendations.  The 
department  implemented  three  and  partially  implemented  two.  The  two 
recommendations  not  fully  implemented  relate  to  air  operations 
(page  10)  and  uncleared  collections  in  the  Agency  Fund  (page  15). 

This  report  contains  eight  recommendations  to  the  department 
concerning  overtime  pay  for  firefighters;  compliance  with  state  policy 
and  enhancing  accounting  procedures;  and  laws  regarding  portable 
sawmills. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #  1 


Recommendation  #2 


Recommendation  #3 


We  recommend  the  department  work  with  the  Department  of 
Administration,  State  Personnel  Division,  to  clarify  overtime 
pay  during  employment  in  fire  suppression  activities 
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Department  Response:  Concur.  See  page  B-4. 


We  recommend  the  department  allocate  unrealized  investment 

gains  and  losses  in  the  Nonexpendable  Trust  Fund  in 

accordance  with  state  accounting  policy Page  9 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  work  with  the  Department  of 
Administration  to  ensure  the  Air  Operations  Bureau  fmancial 
activity  is  recorded  in  the  Internal  Service  Fund  in  compliance 
with  state  law  and  policy Page  12 

Department  Response:  Do  Not  Concur.  See  page  B-4. 
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Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


Recommendation  #7 


Recommendation  #8 


We  recommend  the  department  record  the  Tongue  River 

Tribal  Loan  in  the  General  Long  Term  Debt  Account  Group 

on  SBAS Page  13 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  record  revenue  for  fees  for 

providing  services  to  the  pubhc  in  compliance  with  state 

pohcy Page  14 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  ensure  payments  received  at 

land  management  field  offices  are  deposited  in  local  accounts 

in  accordance  with  state  policy Page  15 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  distribute  balances 

in  uncleared  collections  accounts  at  fiscal  year-end  in 

compliance  with  state  accounting  policy Page  16 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  comply  with  license 

requirements  for  portable  sawmills  or  seek  legislation  to 

repeal  the  requirements Page  16 

Department  Response:  Concur.  See  page  B-5. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana  Department 
of  Natural  Resources  and  Conservation  (department)  for  fiscal  years 
1996-97  and  1997-98.  The  objectives  of  the  audit  were  to: 


1.  Determine  the  department's  compliance  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvement  in  the  department's 
internal  and  management  controls. 

3.  Determine  if  the  department's  financial  schedules  fairly  present 
the  results  of  its  operations  for  the  two  fiscal  years  ended  June  30, 
1998. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

This  report  contains  a  qualified  opinion  on  the  department's  financial 
schedules.  As  discussed  in  the  Independent  Auditor's  Report  on 
page  A-3,  the  qualification  relates  to  not  allocating  unrealized 
investment  income  in  the  Nonexpendable  Trust  Fund  and  not  recording 
major  equipment  and  related  depreciation  in  the  Internal  Service  Fund. 

This  report  contains  eight  recommendations  concerning  o\'ertime  pay 
for  firefighters;  compliance  with  state  policy  and  enhancing  accounting 
procedures;  and  laws  regarding  portable  sawmills.  Other  concerns  not 
having  a  significant  effect  on  the  successful  operations  of  the 
department  are  not  specificalK'  included  in  this  report,  but  have  been 
discussed  with  management.  In  accordance  with  section  5-13-307, 
MCA,  we  analyzed  and  disclosed  the  cost,  if  significant,  of 
implementing  the  recommendations  made  in  this  report. 


Background 


The  Department  of  Natural  Resources  and  Conservation  (DNRC)  was 
established  July  1,  1995,  as  a  result  of  legislative  reorganization  of 
Montana's  natural  resource  and  environmental  agencies. 


The  department  is  responsible  for  sustaining  and  improving  the  benefits 
derived  from  our  water,  soil,  and  rangeland;  managing  the  states  trust 
land  resources  to  produce  revenues  for  trust  beneficiaries;  protectmg 
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Montana's  natural  resources  from  wildland  fires  through  regulation  and 
partnerships  with  federal,  state,  and  local  agencies;  promoting 
conservation  of  oil  and  gas  and  preventing  their  waste  through 
regulation  of  exploration  and  production;  and  managing  and  assisting  in 
the  management  of  several  grant  and  loan  programs,  including  the 
renewable  resource,  reclamation  and  development,  treasure  state 
endowment,  and  wastewater  revolving  fund  programs.  The  department 
is  also  responsible  for  promoting  the  stewardship  of  Montana's  water, 
soil,  forest,  and  rangeland  resources  and  for  regulating  forest  practices. 

The  department  is  organized  in  the  following  seven  divisions: 

The  Centralized  Services  Division  provides  administrative  and 
operational  support  to  all  divisions.  Support  services  include:  fiscal 
affairs,  data  processing,  legal,  and  personnel.  The  division  coordinates 
information  services  and  prepares  publications  for  printing.  Trust 
revenues  are  collected  and  distributed,  and  ownership  records  for  trust 
and  nontrust  lands  are  mamtained  by  the  division. 

The  Conservation  and  Resource  Development  Division  coordinates, 
supervises,  and  provides  financial  and  technical  assistance  to  Montana's 
58  conservation  districts.  The  division  also  administers  loan  and  grant 
programs  that  provide  financial  assistance  to  public  and  pri\  ate  entities 
for  reclamation,  renewable  resource,  drinking  water,  and  wastewater 
projects.  Projects  are  designated  to  increase  the  efficiency  with  which 
natural  resources  are  used  or  solve  recogmzed  environmental  problems. 

The  Forestry  Division  protects  Montana's  forested  and  nonforested 
lands  from  wildfues.  It  provides  aviation  and  fire  suppression  services; 
operates  a  nursery  to  provide  stock  for  shelterbelt,  windbreak,  wildlife 
habitat  improvement  and  reclamation,  and  reforestation  of  state  and 
private  lands;  and  regulates  forest  practices  and  wildfire  hazards  created 
by  logging  or  other  forest  management  operations  on  state  and  private 
lands. 

Oil  and  Gas  Conservation  Di\'ision  consists  of  The  Board  of  Oil  and 
Gas  Conservation  which  is  attached  to  DNRC  for  administrative 
purposes.  The  quasi-judicial  board  consists  of  seven  members.  They 
administer  the  Montana  oil  and  gas  conservation  laws  to  promote 
conservation  and  prevent  waste.  The  board  and  its  technical  support 
staff  issue  drilling  permits;  classify'  wells;  establish  well  spacing  units 
and  land  pooling  orders;  inspect  drilling,  production,  and  seismic 
operations;  investigate  complaints;  conduct  engineering  studies;  and 
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collect  and  maintain  well  data  and  production  information.  They  also 
operate  the  federal  Underground  hijection  Control  Program  for  Class  II 
injection  or  disposal  wells  m  Montana  to  protect  underground  sources  of 
dnnking  water. 

The  Reserved  Water  Rights  Compact  Commission  was  created  by  the 
1979  Montana  Legislature  as  part  of  the  water  nghts  adjudication  effort. 
The  nme  commissioners  negotiate  water  nghts  with  Indian  Tribes  and 
federal  agencies  to  establish  formal  agreements  on  the  amount  of  water 
to  be  allocated  to  each  interest.  Its  staff  provides  support  ser\ices  such 
as  histoncal  and  legal  research  and  analysis  of  soils,  vegetation,  and 
hydrolog\'. 

The  Trust  Land  Management  Division  is  responsible  for  managing  the 
surface  and  mmeral  resources  of  forest,  grazmg.  agricultural,  and  other 
classified  state  trust  lands  to  produce  revenue  for  the  benefit  of 
Montana's  public  schools  and  other  endowed  mstitutions.  The  State 
Board  of  Land  Commissioners  oversees  the  admimstration  of  the  state 
trust  land,  as  directed  b\  the  Montana  Constitution.  The  director  is 
responsible,  under  the  direction  of  the  board,  for  administering  the  state 
trust  land  management  functions  \ested  in  the  department.  The  State 
Board  of  Land  Commissioners  consists  of  the  Go\emor,  Supenntendent 
of  Public  Instruction,  Secretan  of  State.  Attome\  General,  and  State 
Auditor. 

The  Water  Resources  Di\  isinn  is  responsible  for  programs  associated 
with  the  use,  development,  and  protection  of  Montana's  water.  It 
admmisters  state-owned  water  resource  projects,  water  rights,  and  water 
reservations.  Its  activities  mclude  interstate  coordination  of  water 
issues,  centralized  water  nghts  record  keeping,  state  water  planning, 
dam  safety .  floodplain  management,  and  drought  planning. 

Field  operations  are  performed  for  DNRC's  vanous  programs  through 
40  area,  regional,  unit,  and  field  offices  located  throughout  the  state. 
Sixteen  are  from  the  Water  Resources,  Board  of  Oil  and  Gas 
Conser\ation.  and  Conser\ation  and  Resource  Development  Divisions. 
The  other  24  are  fi-om  the  Forestry'  and  Trust  Land  Management 
Divisions. 
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Prior  Audit  Recommendations 


Prior  Audit  We  performed  an  audjt  of  the  department  for  the  two  fiscal  years  ended 

Recommendations  June  30,  1996.  The  report  contained  five  recommendations.  The 

department  concurred  with  all  the  recommendations.  Of  the  five 
recommendations,  the  department  implemented  three  and  partially 
implemented  two.  The  two  recommendations  not  fulK'  implemented  are 
mcluded  again  in  this  report  and  concern  accounting  for  air  operations 
(page  10)  and  uncleared  collections  in  the  Agency  Fund  (page  15). 


Pages 
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Findings  and  Recommendations 


Firefighters  Overtime  During  fire  seasons,  the  department  may  transfer  staff  withm  the 

department,  or  hire  personnel  from  other  state  agencies,  to  work  as 
temporary  firefighters.  Current  department  pohcy  is  to  pay  overtime  to 
state  employees  who  are  in  a  leave  status  from  theu-  regular  job.  These 
employees  are  considered  in  overtime  status  from  the  fu-st  hour  worked 
as  a  firefighter.  Department  personnel  stated  this  does  not  occur  on  a 
regular  basis,  but  only  dunng  unusually  bad  fire  seasons.  Officials 
stated  the  most  recent  mstances  were  in  1994  and  again  in  1996. 

Department  management  discussed  this  issue  and,  based  on  a  memo 
from  State  Personnel  Division.  Department  of  Admimstration,  dated 
September  1 1,  1996,  developed  the  overtune  policy  for  fu-efighters  on 
leave  from  their  regular  job.  Based  on  the  September  1996  memo,  an 
employee  on  leave  from  their  regular  position  could  be  paid  for  40  hours 
leave  time  plus  40  or  more  hours  of  overtune  worked  as  a  fuefighter  in 
the  same  week.  Based  on  the  total  hours  compensated  being  in  excess 
of  40.  the  employee  is  eligible  for  overtime.  As  discussed  in  our  most 
recent  financial-compliance  audit  of  the  Department  of  Justice  (97-17), 
the  Highway  Patrol  Division  has  a  similar  policy  to  pay  o\  ertime  to 
patrol  officers  who  take  lea\e  from  their  regular  duties  to  enforce  speed 
limits  at  road  construction  and  movie  sites. 

The  department  policy  conflicts  with  other  state  regulations.  The 
Administrative  Rules  of  Montana  (ARM)  2.2 1.227(3)  directs  an  agency 
to  refuse  to  approve  annual  leave  which  results  in  a  total  of  more  than 
40  hours  m  a  pay  status  for  the  work-week.  ARM  2.21. 1713(4)  suggests 
an  agency  adjust  the  work  schedule  so  an  employee  does  not  become 
eligible  for  overtime.  The  federal  Fau"  Labor  Standards  Act  (FLSA) 
Handbook  directs  the  employer  to  schedule  employees  in  a  manner  that 
attempts  to  mmimize  the  number  of  overtime  hours  worked. 

The  current  department  policy  could  result  in  potential  inequities 
regarding  equal  pay  for  equal  work.  It  could  be  possible  for  two 
firefighters  to  receive  different  rates  of  pay  for  performmg  the  same 
duties.  A  person  mitially  hired  as  a  fuefighter  could  receive  payment  at 
regular  time,  while  a  state  employee  on  leave  from  another  state  position 
could  receive  payment  at  time  and  a  half 
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The  payment  of  overtime  for  employees  in  leave  status  increases  the 
total  costs  for  fire  suppression  efforts  or  other  declared  disaster  or 
emergency  costs.  Department  officials  stated  this  situation  occurs 
infrequently  and  could  not  readily  provide  an  estimate  of  costs  incurred 
due  to  this  policy. 

Based  on  our  discussion  with  officials  from  the  State  Personnel 
Division,  they  are  currently  reconsidering  this  issue.  Personnel  Division 
officials  indicated  the  September  1996  memo  does  not  necessarily 
represent  state  policy  on  this  issue.  The  department  should  work  with 
the  State  Personnel  Division,  Department  of  Administration,  to  clarify 
state  policy  regarding  the  use  of  leave  in  a  regular  position  during 
temporary  employment  in  a  declared  disaster,  emergency,  or  during  fire 
suppression  activities. 

Recommendation  #1 

We  recommend  the  department  work  with  the  Department  of 
Administration,  State  Personnel  Division,  to  clarify  overtime  pay 
during  employment  in  fire  suppression  activities. 


State  Accounting  Policy  During  our  audit,  we  noted  several  instances  where  the  department  was 

not  in  compliance  with  state  accounting  policies.  The  Department  of 
Administration,  Accounting  and  Management  Support  Division,  is  the 
agency  responsible  for  developing  and  publishing  accounting  policies 
and  procedures  to  ensure  that  state  agencies  process  and  record 
transactions  on  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  as  required  by  state  law.  The  following  sections  discuss 
instances  where  the  department  is  not  processing  transactions  in 
compliance  with  state  policies. 
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Allocating  Unrealized  The  department  has  ten  permanent  trust  accounts  in  the  Nonexpendable 

Investment  Gams  Trust  Fund  in  addition  to  a  pooled  investment  account  (the  Trust  and 

Legacy  Account).  The  investable  cash  in  the  ten  permanent  trust 
accounts  is  moved  to  die  pooled  investment  account.  The  Montana 
Board  of  Investments  (BOI)  mvests  die  cash  and  records  investment 
income  in  the  pooled  investment  account.  The  department  is 
responsible  for  allocating  the  investment  income  to  the  individual  trust 
accounts. 

Generally  accepted  accounting  principals  (GAAP)  require  that  certain 
investments  should  be  accounted  for  at  fair  (market)  value  at  the  balance 
sheet  date  (fiscal  year-end).  The  changes  in  the  fair  value  of  the 
investments  result  in  unrealized  gains  or  losses  at  fiscal  year-end.  State 
policy,  effective  July  1,  1997,  implemented  the  requirements  of  GAAP 
related  to  recordmg  fair  value  of  investments.  The  BOI  properly 
recorded  the  total  unrealized  gam  of  $22.4  million  from  die  appreciation 
of  the  fair  value  of  the  pooled  mvestments  in  Uie  Trust  and  Legacy 
Account  dunng  fiscal  year  1998. 

The  department  did  not  allocate  die  $22.4  million  from  die  Trust  and 
Legacy  Account  to  the  ten  mdividual  permanent  trust  accounts  as 
required  by  state  policy.  Department  officials  stated  because  die  policy 
was  new  and  die  unrealized  gain  was  properly  recorded  m  the  Trust  and 
Legacy  Account,  diey  did  not  consider  die  need  to  allocate  to  the  ten 
individual  accounts.  The  officials  stated  diey  would  record  correcting 
entries  on  SBAS.  The  allocation  of  die  unrealized  gain  does  not  affect 
the  amount  available  for  distribution  from  the  ten  individual  accounts. 

As  a  result  of  not  allocating  die  appreciation  gains,  fransfers-in  and 
transfers-out  are  bodi  understated  m  die  Nonexpendable  Trust  Fund  for 
fiscal  year  1998.  This  resulted  in  a  qualified  opuuon  on  die 
department's  fmancial  schedules  as  discussed  on  page  A-3. 

Recommendation  #2 

We  recommend  the  department  allocate  unrealized  investment 
gains  and  losses  in  the  Nonexpendable  Trust  Fund  in  accordance 
with  state  accounting  policy. 
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Internal  Service  Fund 
Accounting  -  Air 
Operations 


The  department  accounts  for  the  Forestry  Division,  Air  Operations 
Bureau  (bureau),  in  an  hitemal  Service  Fund  (ISF).  The  bureau 
maintains  three  fixed-wing  aircraft  and  five  hehcopters  to  assist  with 
firefightmg  efforts  in  the  state.  The  current  rates  are  $85  per  hour  for 
fixed-wing  aircraft;  $325  per  hour  each  for  two  of  the  hehcopters;  and 
$800  per  hour  each  for  three  of  the  hehcopters.  The  rates  are  unchanged 
from  the  rates  noted  in  the  prior  audit  report.  Approved  rates  for  the 
1999  biennium  are  $90,  $335,  and  $825  per  hour,  respectively.  The 
rates  do  not  include  any  administrative  or  personal  services  costs  such 
as  pilot's  wages.  The  department  receives  an  appropriation  each  year 
from  the  General  Fund  for  these  costs.  In  fiscal  year  1998,  the 
appropriation  was  $355,419. 


Section  17-8-101(6),  MCA,  states  "Fees  and  charges  for  services 
deposited  m  the  internal  service  fund  type  must  be  based  upon 
commensurate  costs."  The  statute  further  requires  the  Legislative 
Auditor  to  report  on  the  reasonableness  of  the  rates  charged  and  on  the 
fund  equity  balance  during  regularly  scheduled  audits. 

In  our  prior  audit,  we  noted  several  concerns  regarding  the  accountmg 
and  rate  calculation  procedures  for  the  Air  Operations  Bureau.  The 
prior  audit  contained  recommendations  to  ensure  the  accounting  and  rate 
structure  was  in  accordance  with  state  law  and  polic\ .  The  department 
has  not  fiilly  implemented  the  prior  audit  recommendation.  The 
following  paragraphs  discuss  our  continuing  concerns  regarding  the 
fiind  equity  of  the  Air  Operations  Bureau. 

The  department's  recorded  fund  balance  is  not  an  accurate  presentation 
of  its  equity  in  the  Air  Operations  Bureau.  The  fund  equity  does  not 
reflect  the  department's  resources  or  investment  in  the  aircraft  utilized  in 
the  Air  Operations.  The  department  does  not  record  the  value  of  the 
aircraft  in  the  Internal  Service  Fund.  Major  overhauls  and  upgrades 
which  extend  the  useftil  life  and  increase  the  value  of  the  au-craft  are 
expensed  in  the  year  incurred,  rather  than  beuig  capitalized  and 
depreciated  as  required  by  state  accounting  policy. 
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The  following  table  lists  the  major  equipment  items  utilized  in  the  Air 
Operations  which  are  not  reflected  in  the  records  of  the  Internal  Service 
Fund.  The  listed  values  are  based  on  the  Federal  Property  Book  value 
provided  by  department  officials.  The  federal  amounts  indicate  the 
aircraft  in  fact  represent  valuable  assets  utilized  in  the  Air  Operations 
Bureau,  and  according  to  state  accounting  policy,  the  assets  and  related 
depreciation  should  be  recorded  in  the  Internal  Service  Fund. 


Table  1 
Schedule  of  Aircraft 

Estimate  of 

Value  per 

Federal 

Property  Book 

Aircrait  w 

N392M  -  206  (Helicopter) 

$            139,440 

N384M  -  206  (Helicopter) 

$           250,000 

N394M  -  OH-IH  (Hehcopter) 

$           922,704 

N395M  -  OH-IH  (Helicopter) 

$           922,704 

N398M  -  OH-IH  (Helicopter) 

$           922,704 

N9067M  -  Cessna  (fixed-wuig) 

$             18,000 

N63 12B  -  Cessna  (fixed-wing) 

$             18,000 

N391M  -  Cessna  (fixed- wing) 

$              30,045 

Estimated  Total  Value 

$        3,223,597 

Sour 

ce:  Provided  by  department  official 

s. 

This  schedule  indicates  the  asset  value  and  corresponding  equity  could 
be  understated  by  as  much  as  $3  million.  The  department  should  have 
established  a  fair  market  value  for  the  aircraft  when  acquired  for  the 
program.  The  understatement  could  be  increased  by  the  depreciated 
value  of  major,  life  extending  improvements. 
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Department  officials  stated  the  helicopters  were  acquired  in  the  Federal 
Excess  Property  Program.  Officials  stated  title  to  the  helicopters 
remains  with  the  federal  government  and,  therefore,  no  value  should  be 
recorded.  However,  the  department  has  incurred  significant  costs  to 
alter  or  modify  the  aircraft.  The  state  has  permanent  use  and  access  of 
the  aircraft.  We  believe  the  probability  that  the  federal  government 
would  ever  request  the  aircraft  back  is  highly  unlikely. 

At  least  one  of  the  fixed-wing  aircraft  was  purchased  with  state  forest 
fimds  and,  therefore,  remains  recorded  in  the  General  Fixed  Asset 
Account  Group.  Under  state  policy,  the  aircraft  should  have  been 
transferred  to  the  Internal  Service  Fund  as  a  residual  equity  transfer. 
According  to  state  law  and  pohcy,  the  value  of  the  assets  and  the 
accumulated  depreciation  should  be  recorded  in  the  Internal  Service 
Fund. 

Because  of  the  issues  noted  above,  the  fund  balance  is  not  an  accurate 
presentation  of  the  department's  equity  in  the  Internal  Service  Fund. 
This  resulted  in  a  qualification  on  the  financial  schedules  as  discussed 
on  page  A-3.  State  policy  requires  the  fixed  assets  be  recorded  in  the 
Internal  Service  Fund,  not  capitalizing  and  depreciating  all  major 
equipment  understates  the  fund  balance  and  net  assets.  The  department 
should  contact  the  Department  of  Administration,  Accounting  Division, 
for  guidance  on  proper  accounting  in  the  Internal  Service  Fund. 

Recommendation  #3 

We  recommend  the  department  work  with  the  Department  of 
Administration  to  ensure  the  Air  Operations  Bureau  financial 
activity  is  recorded  in  the  Internal  Service  Fund  in  compliance  with 
state  law  and  policy. 
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Recording  Tongue  River 
Tribal  Loan 


On  July  1,  1994,  the  department  entered  into  a  loan  agreement  with  the 
Northern  Cheyenne  Tribe.  The  Tribe  agreed  to  loan  the  department 
$1 1.5  million  to  assist  in  financing  a  portion  of  the  cost  of  the  Tongue 
River  Dam  renovation  and  expansion  project.  The  department  is  not 
charged  any  interest  on  the  loan,  but  it  must  repay  the  Tribe  in  39  equal 
and  consecutive  annual  installments.  The  receipt  and  use  of  the  loan 
proceeds  are  recorded  in  the  Special  Revenue  Fund  on  SBAS.  However, 
the  outstanding  loan  balance  of  $8,350,000  as  of  June  30,  1998,  is  not 
recorded  on  SBAS  as  required  by  state  policy. 


State  policy  requires  that  the  outstanding  loan  balance  be  recorded  in  the 
General  Long  Term  Debt  Account  Group  (GLTDAG).  State  policy 
requires  general  obligation  debt  of  the  state  as  a  whole  be  recorded  by 
the  Department  of  Administration.  However,  the  recording  of  specific 
debt  of  a  department,  such  as  the  Tribal  Loan,  is  the  responsibility  of 
the  individual  department  incurring  the  obligation.  Department  officials 
stated  it  was  an  oversight  that  the  department  did  not  record  the  loan 
balance  in  the  GLTDAG.  Department  personnel  noted  the  June  30, 
1999,  loan  balance  will  be  recorded  on  SBAS  at  fiscal  year-end  1999. 

Recommendation  #4 

We  recommend  the  department  record  the  Tongue  River  Tribal 

Loan  in  the  General  Long  Term  Debt  Account  Group  on  SBAS. 


Expenditure  Abatements 


The  department  charges  fees  to  the  general  public  for  photocopies, 
printouts  of  various  records,  information  fi'om  computer  records,  and 
microfilm  record  reproductions.  The  department  does  not  record 
revenue  for  the  fees  collected.  Instead  the  department  abates  (reduces) 
expenditures  equal  to  the  amount  collected. 


State  policy  for  expenditure  abatements  (MM  2-94-2)  states  "If  an 
agency  is  providing  services  on  a  regular  basis  as  a  convenience  to  the 
public  or  other  outside  persons,  i.e.,  photocopying  services,  the  fees 
received  for  these  services  should  be  recorded  as  revenue."  Department 
personnel  stated  they  were  not  aware  of  the  policy  requirements.  They 
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stated  that  they  considered  the  fees  were  basically  a  reimbursement  for 
what  it  cost  the  department  to  provide  the  information  requested. 

Based  on  our  analysis  of  this  activity,  we  determined  that  revenues  and 
expenditures  are  understated  by  $7,600  in  fiscal  year  1997  and  $8,735 
in  fiscal  year  1998  because  the  department  did  not  follow  state  policy 
for  expenditure  abatements. 

Recommendation  #5 

We  recommend  the  department  record  revenue  for  fees  for 

providing  services  to  the  public  in  compliance  with  state  policy. 


Collections  -  Trust  Land  The  Trust  Land  Management  Division  is  responsible  for  collecting  the 

Management  Area  Offices  various  revenues  produced  from  the  state  trust  lands.  These  revenue 

sources  include  mineral,  forestry,  grazing,  and  agricultural  leases  and 
royalties.  The  Trust  Land  Management  Division  maintains  various  field 
offices  throughout  the  state.  As  a  matter  of  convemence  for  the  public, 
the  field  offices  will  collect  some,  but  not  all  payments  from  the  lessees. 
Most  lessees  send  their  payments  directly  to  Helena.  Department 
officials  noted  that  payments  received  by  the  area  offices,  whether  m 
checks  or  cash,  are  mailed  to  the  Centralized  Services  Division  in 
Helena,  for  deposit  and  processmg.  The  mailing  of  payments  to  Helena 
for  processing  is  not  in  compliance  with  state  poUcy. 

State  policy  (MOM  2-1200)  requires  that  payments  collected  at  the  field 
offices  should  be  deposited  in  a  local  bank  account  which  has  been 
established  as  an  approved  depository  by  the  Department  of 
Adminisfration,  Treasury  Bureau.  This  policy  was  designed  to  enhance 
internal  controls  over  collections  to  facilitate  timely  deposit  and  reduce 
the  risk  of  loss.  There  are  approximately  60  approved  depositories 
currently  located  throughout  the  state. 

Department  officials  indicated  this  problem  is  limited  to  payments 
processed  by  the  local  trust  land  offices.  Other  department  field  offices 
deposit  collections  in  local  accounts  in  compliance  with  state  policy. 
Department  officials  were  unable  to  determine  the  amount  of  collections 
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received  at  the  local  offices  and  forwarded  to  Helena  because  no 
separate  coding  is  made  to  distinguish  the  payments  forwarded  to 
Helena. 

Department  personnel  noted  the  trust  land  management  database  is  not 
set  up  so  the  department  can  make  deposits  locally.  The  department 
estimated  it  would  cost  approximately  $10,000  to  enhance  the  current 
system  so  deposits  could  be  made  locally.  The  department  has 
requested  funding  fi-om  the  1 999  Legislature  for  a  new  trust  land 
management  system.  Department  persoimel  noted  if  the  fimding  is  not 
received,  they  will  pay  the  $10,000  to  enhance  the  current  system. 

Recommendation  #6 

We  recommend  the  department  ensure  payments  received  at  land 
management  field  offices  are  deposited  in  local  accounts  in 
accordance  with  state  policy. 


Uncleared  Collections  -  In  our  prior  audit,  we  noted  a  concern  with  undistributed  balances  in  the 

Agency  Fund  Agency  Fund  at  fiscal  year-end.  The  department  has  made  progress  in 

this  area  but  has  not  fully  implemented  the  prior  audit  recommendation. 
We  noted  in  the  current  audit  period,  the  department  had  one  account 
(Foresters  Uncleared  Collections)  which  had  undistributed  balances  of 
$390,398  and  $371,838  at  fiscal  year-end  1998  and  1997,  respectively. 
During  the  fiscal  year,  the  department  records  this  activity  in  the 
uncleared  collections  control  account.  At  fiscal  year-end,  the 
department  processes  transactions  to  move  the  amount  of  uncleared 
collections  to  a  deposit  payable  account.  This  transaction  is  processed 
because  state  accounting  requires  any  amounts  recorded  in  uncleared 
collections  to  be  distributed  by  fiscal  year-end.  As  noted  in  our  prior 
audit  report,  simply  moving  or  reclassifying  the  uncleared  collections 
balance  to  a  deposit  payable  account  does  not  accomplish  a  distribution 
as  required  by  state  policy,  and  misrepresents  the  nature  of  the  activity. 

The  amounts  in  question  are  primarily  bid  deposits,  performance  bond 
activity,  and  advance  stumpage  or  forest  improvement  fees.  We 
analyzed  the  account  detail  for  fiscal  year  1998,  and  determined  that 
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approximately  55  percent  ($216,743)  of  the  $390,398  represented  bid 
deposits  and  performance  bonds.  These  amounts  are  properly  recorded 
as  deposits  payable  or  property  held  in  trust.  However,  the  remaining 
amounts  are  various  fees  which  will  eventually  go  to  a  trust  fund  as 
revenue.  A  reasonable  estimate  should  be  made  to  allow  distribution  of 
these  amounts. 


Recommendation  #7 

We  recommend  the  department  distribute  balances  in  uncleared 
collections  accounts  at  fiscal  year-end  in  compliance  with  state 
accounting  policy. 


Portable  Sawmills 
Legislation 


Title  76,  chapter  13,  part  5,  MCA  -  "Portable  Sawmills  on  Forest 
Lands"  establishes  license  requirements  for  portable  sawmills.  During 
our  audit,  we  determined  the  department  is  not  in  compliance  with  or 
enforcing  the  requirements  for  portable  sawmills. 


State  law  defmes  a  portable  sawmill  as  a  sawmill  located  upon  forest 
land  withm  the  state  and  having  a  rated  capacity  of  less  than  5,000  feet 
per  hour  of  operation.  It  is  unlawful  to  operate  a  portable  sawmill 
without  obtaining  a  license  from  the  department.  The  law  establishes  a 
license  fee  of  $2.  Failure  to  obtain  a  license  is  a  misdemeanor  and 
subject  to  a  penalty  of  not  less  than  $25  or  more  than  $500. 

Department  officials  stated  these  laws  are  archaic  for  several  reasons. 
There  have  not  been  any  problems  with  portable  sawmill  operations  for 
over  twenty  years.  Historically,  very  few  licenses  were  ever  issued  and 
the  number  of  sawmills  meeting  the  legal  defmition  has  been  reduced  in 
recent  years.  Officials  believed  it  was  cost-prohibitive  to  enforce  the 
requirements.  Officials  stated  they  had  considered  requesting  the  laws 
be  taken  off  the  books. 

Recommendation  #8 

We  recommend  the  department  comply  with  license  requirements 

for  portable  sawmills  or  seek  legislation  to  repeal  the  requirements. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature; 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Department  of  Natural  Resources  and  Conservation  for  each  of  the  fiscal  years  ended  Jime  30,  1997  and 
1998.  The  information  contained  in  these  financial  schedules  is  the  responsibility  of  the  department's 
management   Our  responsibility  is  to  express  an  opinion  on  these  fmancial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generalK  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  schedules  are 
free  of  matenal  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosure  in  the  financial  schedules.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule  presentation. 
We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  descnbed  m  note  1 .  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other 
than  generally  accepted  accounting  pnnciples.  The  schedules  are  not  intended  to  be  a  complete  presentation 
and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

Generally  accepted  accounting  principals  enumerated  by  the  Governmental  Accounting  Standards  Board 
Statement  3 1  (GASB  31)  requires  that  certain  investments  should  be  accounted  for  at  fair  value  at  the 
balance  sheet  date.  The  changes  in  the  fair  value  of  the  investments  resulted  in  unrealized  gains  at  fiscal  year- 
end.  In  compliance  with  state  policy,  the  BOI  properly  recorded  the  unrealized  gam  of  $14,766,808  from  the 
appreciation  of  the  fair  value  of  the  mvestments  m  the  pooled  investment  account  m  the  Nonexpendable  Trust 
Fund.  The  department  did  not  allocate  these  amounts  from  the  pooled  investment  account  to  the  ten 
individual  permanent  trust  accounts  which  invest  available  cash.  As  a  result  of  this  omission,  nonbudgeted 
revenues  &  transfers-in  and  nonbudgeted  expenditures  &  transfers-out  are  understated  by  $14,766,808  in  the 
Nonexpendable  Trust  Fund  on  the  Schedule  of  Changes  in  Fund  Balance  &  Property  Held  in  Trust,  other 
fmancing  sources  are  imderstated  by  $14,766,808  in  the  Nonexpendable  Trust  Fund  on  the  Schedule  of  Total 
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Revenues  &  Transfers-ln,  and  accounting  entitv'  transfers  are  understated  by  $14,766,808  m  the  Trust  Funds 
Program  on  the  Schedule  of  Total  Expenditures  &  Transfers-Out  for  the  fiscal  year  ended  June  30,  1998. 

The  department  does  not  record  the  value  of  aircraft  utilized  for  fu-e  suppression  activities  in  its  Air ' 
Operations  in  the  Internal  Service  Fund.  Major  overhauls/upgrades  which  extend  the  useful  life  and  increase 
the  value  of  the  aircraft  are  expensed  in  the  current  year  rather  than  being  capitalized  and  depreciated.  As  a 
result  of  not  capitalizing  and  depreciating  all  major  equipment,  the  fimd  balance  and  net  asset  balance  is 
understated  in  the  Internal  Service  Fund.  It  was  not  practical  to  determine  the  effect  on  fund  balance  in  the 
Internal  Service  Fund,  but  we  believe  it  is  material. 

In  our  opimon,  except  for  the  issues  discussed  in  paragraphs  four  and  five,  the  financial  schedules  referred  to 
above  present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  Natural  Resources  and  Conservation  for  each  of  the  fiscal  years  ended  June  30,  1997  and 
1998,  in  conformity  with  the  basis  of  accounting  described  in  note  I. 

Respectfully  subrmtted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  26,  1999 
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PROGRAM  EXPENDITURES  4  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salanes 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-OUier 
Total 

Operating  Expenses 
Ottier  Services 
Supplies  i  Materials 
Communicabons 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Ottier  Expenses 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Capital  Outlay 
Land  &  Interest  In  Land 
Buildings 
Total 

Local  Assistance 
From  State  Sources 
Total 

Grants 

From  Stale  Sources 

From  Federal  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 
Leases 
TMal 

Total  Program  Expenditures  A  Transfers-Out 

PROGRAM  EXPENDITURES  4  TRANSFERS-OUT  BY  FUND 

General  Fund 
Speaal  Revenue  Fund 
Debt  Service  Fund 
Capital  Projects  Fund 
Internal  Service  Fund 
Agency  Fund 

Nonexpendable  Trust  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less        Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Speaal  Revenue  Fund 
Debt  Service  Fund 
Capital  Protects  Fund 
Internal  Service  Fund 
Agen<;y  Fund 

Nonexpendable  Trust  Fund 
Unspent  Budget  Authority 

Th»  sOtedule  i«  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 

Additonal  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  Ori  page  A-1 1 . 


SCHEDULEJ2FJQIALEXEENDITURES&JRANSFERS=OUr 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1998 

Trust  Land 

Reserved  Water 

Management 

Centralized 

Oil  &  Gas 

Conservation/ 

l/Vater  Resources 

Rights  Comp 

Trust  Funds 

Division 

Services 

Conservation  Div. 

Resource  Dev  Div. 

Division 

Com 

Forestiy 

Total 

$ 

3,422.956 
307,300 

948,559 

$ 

1,230,630 
440 

302,558 

$ 

471,499 

5,800 
120,034 

$ 

607,799 

400 
154,371 

$ 

3,271,980 

350 
881,828 

$ 

348,616 

3,947 
83,000 

$ 

3,415,713 
1,284,761 

1,132,070 

8,225 

5,840.769 

$ 

12,769,193 

1,592.501 

10.497 

3,622.420 

8.225 

4,678,815 

1,533,628 

597,333 

762,570 

4,154,158 

435,563 

18,002,836 

1,164.068 

193,734 

444,900 

307.485 

17,158,890 

34.307 

972,777 

20,276,161 

347.913 

42,108 

42,127 

35.618 

285,874 

21.501 

861,762 

1,636,903 

68.495 

31,538 

36,735 

28.681 

152,200 

7,346 

221,068 

546.063 

90,076 

26,266 

32,978 

66.542 

129,227 

32,719 

95,471 

473.279 

291.524 

119,585 

14.743 

36.330 

326,680 

26,918 

313,447 

1.129.227 

16.023 

16,030 

9.497 

3.787 

10,685 

3,766 

103.684 

163,472 

84.071 

5,237 

12.144 

8.075 

64,675 

2,829 

703.303 

880,334 

;                   24,874 

- 

48.101 
2.110,271 

110,443 

~ 

12.008 
446.506 

3,789 

14,909 
608,033 

19,499 

18.161 
504.679 

83,609 
18,211,840 

10,329 

4,899 
134,285 

70,214 
3.341,726 

212,475 

— 

276,775 

24,874 

25,382.214 

23.657 

380.192 
0 

110,443 

3,789 

19,499 

23.657 

10,329 

212,475 

380,192 

79.919 

13,412 

21,980 
21,980 

- 

93,331 
21,980 

79.919 

13,412 

115,311 

146.000 

146,000 

146,000 

- 

146,000 

- 

551,087 

873,976 

22,671 
22,671 

- 

1,425,063 
22,671 

551,087 

f,73,976 

1,447,734 

73,120,096 

5,015,521 
5,015,521 

108.229 

355.419 
355.419 

- 

78,599,265 

73.120.096 

108,229 

78,599,265 

6,914.766 

553,478 
62,012 

7,468,244 

62.012 

7.439 

7,762 

837 

4,297 

8,835 

1,430 

21.291 

51.891 

7,439 

— 

7,762 

837 

6,919,063 

624,325 

1,430 

21.291 

— 

7,582,147 

73,144,970 

$^ 

6,986,887 

s_ 

2,542,772 

*  = 

1,225,702 

%_ 

14,245,466 

*  = 

23,144,964 

$ 

571,278 

$_ 

9.793,660 

$_ 

131,655,699 

$ 

3,276.983 

$ 

1,829.646 

% 

89,326 

$ 

3.501,204 

$ 

199,465 

$ 

5,849.583 

$ 

14,746,207 

3,709.904 

713,126 

$ 

1,225,702 

3,842,293 
10,313,847 

18,982,053 
661,707 

371,813 

3,115,009 

55,462 
773,606 

31,959,900 

10,975,554 

55,462 

773,606 

24,874 

24,874 

73.120,096 

- 

- 

73.120,096 

73,144,970 

6.986.887 

2.542.772 

1,225,702 

14,245.466 

23,144,964 

571,278 

9,793,660 

131,655,699 

73,144,970 

- 

9.917 

5.626 

6.971.344 

— 

13,131 
2,529,641 

(784) 
1,226,486 

11,858,088 

(59,202) 

2,446,580 

667,990 

4,013 

22,472,961 

638 
570,640 

15,004 

1,836 

9,776,820 

85,695,969 
(34,742) 

0 

45,994,472 

$~ 

7,746,789 
775,445 

$~ 

2,587,559 
57,918 

$ 

2,835,860 
1,609,374 

%' 

7,383,754 
4,937,174 

$ 

37,668,795 
15,195,834 

$ 

727,090 

$~ 

10,629,095 
852,275 

$^ 

69,578,942 

0 

156,450 

23,584,470 

$ 

10,629 

$ 

18.699 

% 

312 

$ 

617 

$ 

5.716 

$ 

284.464 

$ 

320,437 

764,816 

39.219 

S 

1 .609.374 

4,936,862 

15,195,217 

150.734 

438.485 

23,134,707 

0 

61,535 

61.535 

sZ 

$~ 

$; 

%\ 

$ 

% 

67,791 

$1 

67,791 
0 
0 

0 

775,445 

57.918 

1,609.374 

4.937.174 

15,195,834 

156,450 

$_ 

852,275 

23,584,470 
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SCHFDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THF  FISnAI   YEAR  ENDED  JUNE  30.  1997 


PROGRAM  EXPENDITURES  4  TRANSFERS-OUT  BY  OBJECT 

Pereonal  Services 
Sa  lanes 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Ottier  Services 
Supplies  &  Matenals 
Communications 
Travel 
Rem 
Utilibes 

Repair  &  Maintenance 
Other  Expenses 
Total 


Trust  Land 

Reserved  Water 

Management 

Centralized 

Oil  &  Gas 

Conservation/ 

Water  Resources 

Rights  Comp 

Trust  Funds 

Division 

Services 

Conservation  Div. 

Resource  Dev  Div. 

Division 

Com 

Forestry 

Total 

$              3,244,429        $              1,371,037 

$                 411,193    $ 

530,478 

$             3.415,648 

$                 343,487        $ 

3.595,162      •  $ 

12,911.434 

282,883 

2,234,605 

2.517.488 

4,475 

525 

1,100 

3,754 

9.854 

878,660 

402,559 

103,507 

131,058 

864,495 

82,325 

1.202,114 

4.775 

7.036,656 

3.664.718 
4,775 

4,405,972 

1,773,596 

519,175 

662.061 

4.281 ,243 

429.566 

19.108,269 

564,249 

192,131 

631,653 

390,181 

16,580,707 

22.396 

3,502,419 

21,883,736 

174,744 

23,901 

16,757 

18,184 

115,697 

8.356 

868,820 

1,226,459 

76,870 

48,161 

35,622 

30,006 

151,460 

7.188 

207,230 

556,537 

79,851 

19,710 

16,574 

55,661 

112,524 

20.946 

149,944 

455,210 

141,412 

271 ,433 

10,502 

8,620 

107,742 

477 

1,348,712 

1,888.898 

11,392 

23,622 

9,002 

639 

15,631 

12 

119,801 

180.099 

48,517 

23,953 

13,043 

4,466 

59,588 

644 

789,048 

939,259 

22,060 

42,929 

38,004 

7,157 

388,796 

101,394 

2.090 

81,250 

683.680 

22,060 


1.139.964 


640.915 


740.310 


896,553 


17,244,743 


62,109 


7,067.224 


27,813,878 


Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 


130,311 
11,225 


141,536 


78.419 


78.419 


50.228 


50.228 


43,231 
J5711 


42,660 


117,891 
856 


118,747 


5,238 


5,238 


335,302 
1,160 


336,462 


760,620 
12,670 


773,290 


Capital  Outlay 
Land  &  Interest  In  Land 
Buildings 

Other  Improvements 
Total 


7,248 


7,248 


153,215 
3 


153,218 


160,463 
3 

0^ 

160,466 


68,888,629 
68,888,629 


68,910,689 


Local  Assistance 
From  State  Sources 
Total 

Grants 
Fnjm  State  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 
Leases 
Total 


Total  Program  Expenditures  A  Transfers-Out  ! 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Capital  Projects  Fund 
Internal  Service  Fund 

Agency  Fund  J 

Nonexpendable  Trust  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less       Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out  0^ 

Budget  Authonty 
Unspent  Budget  Authority  $  o^      $ 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund  j 

Speaal  Revenue  Fund 
Debt  Service  Fund 
Caprtal  PTOieOs  Fund 
Internal  Service  Fund 
Agefxry  Fund 

Nonexpendable  Tnjst  Fund 
Unspent  Budget  Authonty  j  q'      j 

This  »<*>edule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System 

Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 


22,060 
68,888,629 
68.910,689 

68.910.689 


12.213 


12.213 


5.706.933 


5.706.933 


5.007 
23.210 


5.678.716 
S.921.235 


242.519 


5.180 
237.339 


242.519 


496.594 


496.594 


7.762 


7.762 


2.997,286 


837 


837 


1,310,550    t. 


125,000 


125,000 


4,087,904 


4,087,904 


7.022,800 


7,022.800 


8.734.325 

675,043 

81,887 

4.297 

8,835 

8,738,622 


21.575,600 


765,765 


22,563,716 


1,430 


1,430 


498,343 


403,136 


403,136 


12,121 


12,121 


14,855^99 


2,997,286 


J10,702) 


3,007,988 
3,098,893 


1,310,550 


(9,877) 


21,575,600 

16,003,632 
(230,176) 


22,563,716 


644,760 
(72,251) 


1,320,427 
2,565,627 


90.905 


5.802,144 
6,066,875 


21,991,207 
52,337,847 


498,343 


(1.187) 
499.530 
517.466 


14.855.599 


(9,125) 
15,394 


14,849,330 
15,092,246 


1 .245.200    $^ 


264.731 


50.382 
40.523 


1.245.200 


1.324 
263,407 


90.905 


1.245,200_  $. 


264,731 


30,346.640 


1.422 
30.345,218 


30,346,640 


17,936 


242.916 


7,582 
10,354 


6,111 
205,306 


30,056 
1,443 


17,936 


242,916 
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125,000 


125,000 


4,584.498 


4.584.498 


76.314.565 
76.314.565 


9.409.368 
81.887 
47.495 

9.538.750 

138.418,716 


3,151,995 

$ 

2,508,479 

S 

111,164 

$ 

3,030,744 

$ 

211.998 

$ 

11.107.112 

S 

20.121.492 

2,554,938 

488,807 

$ 

1,310,550 

10,165,085 
11,299,351 

18.971,481 
561 .491 

286.345 

3.029.584 

25.895 
693,008 

36.806.790 
1 1 .860.842 

25.895 
693.008 

22.060 
68.888.629 

138.418.716 


85.554.963 
(285.589) 


53.149.342 
85.600,189 
32,450,847 


72,001 

32,347,347 

0 

30,056 

1,443 

0 

0^ 

32,450,847 


Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defmed  b\'  state  accounting  pohcy,  for  its  Governmental  and  Agency 
Funds.  In  applying  the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  recei\'es  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs  the 
related  liabilit\  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accounting  policy 
requires  the  department  to  record  the  cost  of  employees'  annual 
leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  hitemal  Serxice 
and  Nonexpendable  Trust  Funds.  Under  the  accrual  basis,  as  defined  by 
state  accounting  polic>',  the  department  records  revenues  in  the 
accounting  penod  earned  when  measurable  and  records  expenses  in  the 
penod  incurred  when  measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  ser\'ice 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgetmg  and  Accountmg 
System  without  adjustment. 


Accounts  are  organized  in  ftinds  according  to  state  law.  The  department 
uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  fmancial  resources  except  those 
requu-ed  to  be  accounted  for  m  another  fund. 
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Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes.  Some  of 
the  department's  State  Special  Revenue  Funds  include  Forestry 
Operations,  Water  Development,  Renewable  Resources  Grants,  Water 
Rights,  Oil  &  Gas,  Reclamation  &  Development.  Some  of  the 
department's  Federal  Special  Revenue  Funds  include  Water  Resources, 
Forest  Resources,  and  the  Tongue  River  Project. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-term  Debt  Prmcipal  and  Interest.  The 
department  uses  this  fimd  for  the  bonds  issued  to  provide  funding  for 
Renewable  Resources,  Coal  Severance  Tax,  and  water  development 
projects. 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase  or 
construction  of  major  capital  facilities.  The  department  uses  this  fund 
for  the  capitol  buildmg  and  long-range  buildmg  project  accounts. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services  to 
other  agencies  or  departments  on  a  cost-reimbursement  basis.  The 
department  accounts  for  Air  Operations  m  an  Internal  Service  Fund. 


Fiduciary  Funds 


General  Fund  Balance 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State  in  a 
trustee  capacitv'  or  as  an  agent  for  individuals,  private  organizations, 
other  governments  or  other  fimds.  The  department  Agencv  Funds 
account  for  uncleared  collections,  protested  oil  and  gas  royalties,  non 
land  grant  interest  and  income,  and  hazard  reduction.  The 
Nonexpendable  and  Pension  Trust  Funds  account  for  Capitol  Building 
Trusts,  University  and  College  Trusts,  Monll  Permanent  Trust,  Deaf 
and  Blind  Permanent  Trust.  Pine  Hills  School  Permanent  Trust, 
Common  School  Permanent  Trust,  and  Trust  and  Legacy. 

Each  agency  does  not  have  a  separate  General  Fund  since  its  only 
authoritv'  is  to  pay  obligations  from  the  statewide  General  Fund  within 
its  appropriation  limits.  The  department's  total  assets  placed  in  the 
fund  exceed  outstanding  liabilities,  resulting  m  positive  ending  General 
Fund  balances  for  each  of  the  two  fiscal  years  ended  June  30.  1 997  and 
June  30,  1998. 
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Notes  to  the  Financial  Schedules 


Direct  Entries  to  Fund 
Balance 


The  Schedule  of  Changes  in  Fund  Balances  and  Property  Held  in  Trust 
contains  direct  entries  to  fimd  balances  in  the  following  funds. 


Special  Revenue  and  Debt  Service  Funds  -  The  direct  entries  of 
($4,475,529)  and  ($2,298,706)  to  Special  Revenue  Fund  balance  and 
$4,528,754  and  $2,346,195  to  Debt  Service  Fund  balance  in  fiscal  year 
1996-97  and  1997-98,  respectively,  relate  to  funding  water  resource 
loans  in  the  Special  Revenue  Fund  and  movmg  the  loan  balances  to  the 
Debt  Service  Fund. 

Internal  Service  Funds  -  The  direct  entries  to  fund  balance  in  the 
Internal  Service  Fund  relate  to  capitalizing  and  depreciating  equipment. 

Nonexpendable  Trust  Funds  -  The  direct  entry  to  the  Nonexpendable 
Trust  Fund  in  fiscal  year  1996-97  of  $49,398,100  relates  to  recording 
the  value  of  the  land  of  the  trust  funds.  When  the  department  was 
reorganized  effective  July  1,  1995,  the  value  of  the  land  from  the  former 
Department  of  State  Lands  was  omitted.    The  direct  entry  to  fiind 
balance  m  fiscal  year  1997-98  of  $7,613,909  relates  to  GASB  3 1 
restating  investments  from  cost  to  market  value. 


Cash  Transfers 


Several  state  agencies  may  record  activity  in  the  same  accounting  entity 
on  SBAS.  Durmg  the  fiscal  year,  the  activity  for  each  agency  is 
recorded  on  SBAS  separately.  At  the  end  of  the  fiscal  year,  the  cash  for 
all  agencies  using  the  accounting  entity'  is  transferred  to  the 
administering  agency. 


Nonbudgeted  Activity 


Long  Term  Debt 


The  majority  of  nonbudgeted  revenues/expenditures  and  transfers-in/out 
activity  in  fiscal  years  1996-97  and  1997-98  in  the  Special  Revenue 
Fimds  and  the  Debt  Service  Funds  are  related  to  bond  and  debt  service 
requirements  in  the  Conservation  and  Resource  Development  Division. 
The  Nonexpendable  Trust  Fund  nonbudgeted  activity  relates  to 
investment  earnings. 

The  state  of  Montana  issued  general  obligation  bonds,  the  proceeds  of 
which  went  to  the  department  for  loans  related  to  wastewater  and  water 
conservation  projects.  During  the  audit  period,  the  following  general 
obligation  bonds  related  to  the  department  were  issued: 
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Fiscal 

Fiscal 

1996-97 

Amount 

1997-98 

Amount 

Wastewater  Treatment 

1998A 

$3,510,000 

Renewable  Resource 

1996E 

$1,000,000 

Development 

1997  A 

$2,000,000 
$3,000,000 

Total 

$3,510,000 

The  department  issued  Coal  Severance  Tax  (CST)  1997  Series  A  bonds 
for  $1,205,000  and  CST  1997  Series  B  bonds  for  $2,660,000  during 
fiscal  year  1996-97.  The  bonds  were  issued  for  the  purpose  of 
redeeming  CST  bond  anticipation  notes  issued  for  the  purpose  of 
fundmg  loans  to  certain  political  subdivisions  within  the  state  to  fmance 
water  and  wastewater  projects  or  to  the  department  to  fmance 
improvements  to  state  owned  dams  and  to  fund  additional  loans  to 
political  subdivisions  for  such  purposes.  At  June  30,  1998,  the 
department  had  a  total  of  $57,686,722  of  CST  bonds  outstanding. 

The  department  has  a  loan  from  the  U.S.  Bureau  of  Reclamation  to  fund 
the  Middle  Creek  Dam  Project.  The  balance  at  June  30.  1998,  of 
$3, 1 36,  4 1 5,  mcludes  mterest  of  $267,009. 

The  Northern  Cheyenne  Tribe  and  the  department  entered  mto  an 
agreement  on  July  1,  1994,  in  which  the  tribe  agreed  to  loan  the  state 
$1 1,500,000  of  federal  funds  appropnated  as  part  of  the  Northern 
Cheyenne  Indian  Reserved  Water  Rights  Settlement.  The  loan  is  to 
assist  the  state  in  fmancing  costs  of  the  Tongue  River  Dam  Project.  The 
state  is  not  charged  any  interest  on  the  funds  but  must  repay  the 
pnncipal  amount  of  the  loan  in  39  equal  and  consecutive  annual 
installments  of  $294,871. 80.  The  prmciple  balance  at  June  30,  1998, 
was  $8,350,550. 


Special  Revenue  Fund 
Unspent  Budget  Authority 
and  Budgeted  Revenue 
Under  Estimate 


The  Schedules  of  Total  Revenues  &  Transfers-ln  show  budgeted 
revenues  &  transfers-in  in  the  Special  Revenue  Fund  of  approximately 
$26.4  million  and  $12.5  million  for  fiscal  years  1996-97  and  1997-98, 
respectively.  The  revenue  estimates  relate  to  anticipated  money  for  the 
Tongue  River  Rehabilitation. 
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Notes  to  the  Financial  Schedules 


The  Schedules  of  Total  Expenditures  &  Transfers-Out  by  object  by 
program  in  the  Water  Resource  Division  show  unspent  budget  authority 
of  approxunately  $30.3  million  and  $15.2  million  for  the  fiscal  years 
1996-97  and  1997-98.  respectively.  The  unspent  authonty  represents 
biennial  appropriations  for  the  Tongue  River  Project. 


8. 


Subsequent  Events 


On  October  1,  1998,  the  state  of  Montana  issued  $3,065,000  of  General 
Obligation  Bonds  (Drinking  Water  State  Revolving  Fund  Program), 
Series  1998F.  to  fmance  and  refinance  local  entity  drinking  water 
facilities  or  improvements. 
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Department  Response 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


MARC  RACICOT,  GOVERNOR 


.TTATE  OF  MONTANA' 


DIRECTOR'S  OFFICE  (406)  444-2074 
TELEFAX  NUMBER  (406)  444-2684 


April  6, 1999 


1625  ELEVENTH  AVENUE 


PO  BOX  201601 
HELENA,  MONTANA  59620-1601 


.0- 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 


Dear  Scott: 


I  have  reviewed  your  recommendations  concerning  the  Financial  Compliance  Audit  for 
the  two  fiscal  years  ended  June  30,  1998  with  my  staff  and  have  enclosed  the  Department 
of  Natural  Resources  and  Conservation's  response  to  the  recommendations.  An  electronic 
copy  in  Word  format  will  also  be  forwarded  to  Jim  Manning,  Audit  Manager. 

My  staff  and  I  would  like  to  thank  you  for  the  insight  you  have  provided  to  our  programs. 


Sincerely, 


Bud  Clinch,  Director 

Department  of  Natural  Resources  &  Conservation 


Enclosure 


Jim  Manning 
Ann  Bauchman 
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1)  We  recommend  the  department  work  with  the  Department  of 
Administration,  State  Personnel  Division,  to  clarify  overtime  pay  during 
employment  in  fire  suppression  activities. 

We  concur  -  The  Department  will  submit  a  formal  request  to  the  Dept.  Of  Administration 
within  the  next  30  days  for  clarification  of  overtime  pay. 

2)  We  recommend  the  department  allocate  unrealized  investment  gains  and 
losses  in  the  Nonexpendable  Trust  Fund  in  accordance  with  state  accounting  policy. 


We  concur  -  The  Department  will  make  adjusting  entries  in  accordance  with  this  new 
accounting  policy. 

3)         We  recommend  the  department  work  with  the  Department  of 
Administration  to  ensure  the  Air  Operations  Bureau  financial  activity  is  recorded  in 
the  Internal  Service  Fund  in  compliance  with  state  law  and  policy. 

We  disagree  with  this  recommendation. 

The  recommendation  is  to  record  the  fair  market  value  of  all  aircraft  provided  by  the 
federal  government  in  the  Air  Operations  Internal  Service  Fund  as  a  fixed  asset. 
According  to  the  Forest  Service  Property  Management  Office  in  Missoula,  the  federal 
government  holds  all  rights  and  title  to  the  aircraft,  and  maintains  the  value  of  this  aircraft 
on  their  Property  Management  Information  System  (PMIS)  as  a  fixed  asset.  The 
department  has  written  documentation  fi-om  the  Forest  Service  to  substantiate  ownership. 
The  state  holds  no  property  interest  in  the  original  equipment.  The  economic  substance 
and  form  of  the  transaction  is  an  arrangement  where  the  equipment  is  loaned  to  the  state. 
The  federal  government  and  the  state  cannot  hold  joint  title  to  the  same  equipment. 

The  provisions  of  the  department's  Cooperative  Agreement  with  the  US  Forest  Service 
place  clear  stipulations  on  the  title,  use,  possession,  and  disposition  of  Federal  Excess 
Personal  Property (FEPP).  The  agreement  states  "Title(ownership)  to  all  Federal  Excess 
Personal  Property  shall  remain  vested  in  the  United  States.  The  agreement  further  states 
that  the  Forest  Service  shall  "Loan  the  equipment  and  supplies  under  this  agreement ...". 
The  department  must  abide  by  clear  stipulations  regarding  the  use,  maintenance,  and 
disposifion  of  this  equipment.  Use  of  the  equipment  is  governed  by  the  terms  of  the 
agreement.  Disposition  of  this  equipment  must  be  approved  in  accordance  with  Forest 
Service  and  General  Services  Administration(GSA)  guidelines.    The  agreement  can  be 
terminated  by  either  party  at  any  time.  This  means  that  the  federal  government  could 
assert  their  rights  to  this  property  and  take  possession  at  any  time. 


We  have  discussed  this  issue  with  the  Department  of  Administration  Accounting 
Division  and  they  concur  with  our  interpretation  .    There  is  no  state  accounting  policy  or 
Generally  Accepted  Accounting  Principle  governing  this  type  of  property  transaction. 
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Based  on  our  conclusions  with  regard  to  the  assets  on  loan  from  the  federal  government, 
the  department  does  not  feel  it  is  appropriate  to  depreciate  major  overhauls  or  upgrades  to 
assets  not  owned  by  the  state.  We  have  discussed  this  issue  with  the  Department  of 
Administration  Accounting  Division  and  have  been  informed  there  is  precedent  that  such 
betterments  should  be  expensed  in  the  year  incurred.  Chapter  1700  of  the  Montana 
Administrative  Manual(MOM)  Volume  II  defines  a  betterment  as  follows:  "A 
betterment  has  the  effect  of  extending  the  useful  life  of  an  existing  fixed  asset".  A  Fixed 
Asset  is  defined  as  "an  asset  of  a  relatively  permanent  nature  with  a  useftil  life  of  more 
than  one  year  whose  identity  does  not  change  with  use.  The  imit  must  be  identifiable  and 
separately  accounted  for".  Based  on  these  definitions,  there  is  no  basis  for  depreciating 
these  betterments.    There  is  no  separately  identifiable  fixed  asset  recorded  that  the 
betterments  can  be  attributed  to.  Otherwise,  each  betterment  would  need  to  be  recorded 
separately  and  described  as  individual  components  not  attributable  to  a  specific  aircraft. 

4)  We  recommend  the  department  record  the  Tongue  River  Tribal  Loan  in  the 
General  Long  Term  Debt  Account  Group  (GLTDAG)  on  SEAS. 

We  concur.  The  Northern  Cheyenne  Tribal  Loan  will  be  booked  in  the  GLTDAG  at 
Fiscal  Year-End  1999. 

5)  We  recommend  the  department  record  revenue  for  fees  for  providing 
services  to  the  public  in  compliance  with  state  policy. 

We  concur 

6)  We  recommend  the  department  ensure  payments  received  at  land 
management  field  offices  are  deposited  in  local  accounts  in  accordance  with  state 
policy. 

We  concur  and  have  been  in  the  process  of  this  transition  for  over  a  year.  We  have  a 
legislative  proposal  this  session  to  rewrite  the  Trust  Land  Database  with  local  deposit 
capability.  The  present  system  does  not  have  this  capability. 

7)  We  recommend  the  department  distribute  balances  in  uncleared  collections 
accounts  at  fiscal  year-end  in  compliance  with  state  accounting  policy. 

We  concur 

8)  We  recommend  the  department  comply  with  license  requirements  for 
portable  sawmills  or  seek  legislation  to  repeal  the  requirements. 

We  concur 
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